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ECON326, Trimester 1 2017 
Answer ANY FOUR (4) of the EIGHT (8) questions provided 


Question 1 

Imagine you are an economist at The Treasury of the Australian Government working within 
a team that has been tasked with undertaking a benefit-cost analysis of a proposed carbon- 
pricing policy to be imposed upon electricity generators. The major economic effect of the 
policy will be an increase in electricity prices to consumers. 


What do you consider to be the main benefits arising from such a policy? Discuss this 
question and outline how these benefits would be valued as well as the difficulties 
associated with doing so. (20 marks) 


Question 2 

Extract Inc. is a completely foreign-owned oil-drilling company. It has discovered a major 
offshore oil field just off the coast from the Kimberley in Western Australia (a wilderness area 
of great biological diversity and natural beauty) and has applied to the offshore oil and gas 
regulator, NOPSEMA, to drill for the oil. NOPSEMA have asked you to prepare a benefit-cost 
analysis of Extract’s proposed project. How would you include (or not include) and value the 
following impacts of this project? Take care to explain your answers with reference to the 
societal benefit or cost each impact represents and by explaining any assumptions you 
make. 


a) The profits that Extract will make from this project. (7 marks) 


b) The labour that will be employed in the project. 600 people will be employed in the 
project overall and one-half of these workers will be drawn from local labour markets. 
Unemployment in the region is very high and so at least 50% of these locally recruited 
workers can be assumed to have been previously unemployed. (13 marks) 


Question 3 

Should the following impacts be included in a benefit-cost analysis of the (hypothetical) 
construction of Disneyland Oz close to Brisbane? Explain your answers with reference to the 
societal benefit or cost each represents. 


a) the labour used in the construction of the new theme park and then employed within 
it; (7 marks) 


b) the increase in economic activity (for example, higher hotel occupancy or an increase 
in business in local shops) in the vicinity of Disneyland Oz once it opens; (7 marks) 


c) the carbon emissions and noise from an increase in flights landing at Brisbane airport. 
(6 marks) 
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Question 4 

Consider Harberger’s approach to measuring the costs of an input for a project in a closed 
economy with no distortions. Describe the conceptual basis for measuring these costs when 
the total quantity of the input is partially met by displacing existing consumers of the input 
and partially supplied from new production of the input. Use a demand/supply model for this 
description. (20 marks) 


Question 5 

A city council is considering building a waste incineration plant in an area of the city which 
has a population who have lower than average incomes and which suffers from high levels 
of unemployment. The plant will create some employment but will also cause problems 
associated with increased noise and air pollution. 


Describe a method (or methods) which could be used to value the negative impacts of this 
project and discuss their relative advantages and disadvantages compared to other 
methods. (20 marks) 


Question 6 
Define and briefly discuss the significance of each of the following concepts: 


a) The Kaldor-Hicks criterion. (5 marks) 
b) An actual Pareto improvement. (5 marks) 
c) Cross-over values. (5 marks) 


d) Benefit-cost ratio. (5 marks) 


Question 7 

Why are future benefits and costs converted into present values in benefit-cost analysis? 
Answer this question by carefully explaining the economic basis for discounting the future. 
(20 marks) 


Question 8 
a) Imagine you have been asked to carry out a financial appraisal for a private energy 
company which is considering the construction of a nuclear power station. List the 
benefits and costs of this project to the company. (8 marks) 


b) Now imagine that you have been asked by a government body to carry out a benefit- 
cost analysis of the same project. List the costs and benefits of this project to society 
and explain why some of them may not have been included in part a). (12 marks) 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in the 
cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 


